
11. The Debtor has complied with the applicable provisions of the
Bankruptcy Code.

111. Such Plan has been proposed in good faith and not by any means
forbidden by law.

IV. Any payment made or to be made by the Debtor, or by an entity
issuing securities, or acquiring property under such Plan, for
services or for costs and expenses in, or in connection with, the
Chapter I I Case or in connection with such Plan and incident to
the Chapter II Case has been approved by, or is subject to the
approval of, the Bankruptcy Court as reasonable.

v. The Debtor has disclosed the identity and affiliations of any
individual proposed to serve, after confirmation of such Plan, as a
director or officer of Reorganized XO, and (a) the appointment to
or continuance in such office by such individual must be consistent
with the interests of Holders of Claims and Creditors' Interests and
with public policy and (b) the Debtor has disclosed the identity of
any "insider" who will be employed or retained by Reorganized
XO and the nature of any compensation for such "insider."

vi With respect to each Impaired Class of Claims or Interests, each
Holder of a Claim or Interest in such Class has either accepted
such Plan or will receive or retain under such Plan on account of
such Claim or Interest property of a value, as of the Effective Date,
that is not less than the amount that such holder would receive or
retain if the Debtor was liquidated on the Effective Date under
Chapter 7 of the Bankruptcy Code.

vii. With respect to each Class of Claims or Interests, such Class has
either accepted such Plan or is not Impaired by such Plan. If this
requirement is not met, such Plan may still be confirmed pursuant
to section 1129(b) of the Bankruptcy Code.

viii. Except to the extent that the Holder of a particular Claim has
agreed to a different treatment of its Claim, such Plan provides that
(a) allowed Administrative Expenses will be paid in full in Cash on
the Effective Date, (b) Allowed Priority Claims will be paid in full
in Cash on the Effective Date, or if the Class of such Claims
accepts such Plan, such Plan may provide for deferred Cash
payments, of a value as of the Effective Date, equal to the Allowed
amount of such Claims, and (c) the Holder of an Allowed Priority
Tax Claim will receive on account of such Claim deferred Cash
payments over a period not exceeding six years after the date of
assessment of such Claim, of a value, as of the Effective Date,
equal to the Allowed amount of such Claim.
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IX. If a Class of Claims is Impaired under such Plan, at least one Class
of Claims that is Impaired by such Plan has accepted such Plan,
determined without including any acceptance of such Plan by any
"insider."

x. Confirmation of such Plan is not likely to be followed by the
liquidation, or the need for further fmancia I reorganization, of the
Debtor or any successor of the Debtor under such Plan.

Xl. All fees payable under section 1930 of title 28 as determined by
the Bankruptcy Court at the Confirmation Hearing have been paid
or such Plan provides for the payments of all such fees on the
Effective Date.

XU. Such Plan provides for the continuation after the Effective Date of
payment of all Retiree Benefits (as defined in section 11 14 of the
Bankruptcy Code), at the level established pursuant to subsection
I I I4(e)( I)(B) or II 14(g) of the Bankruptcy Code at any time prior
to confirmation of such Plan, for the duration of the period for
which the Debtor has obligated themselves to provide such
benefits.

The Debtor believes that both Alternatives under the Plan satisfy all of the
statutory requirements of Chapter II of the Bankruptcy Code. Certain of these requirements are
discussed in more detail below.

b. Unfair Discrimination and Fair and Equitable Tests

The Bankruptcy Code contains provisions for confirmation of a plan even if the
plan is not accepted by all impaired classes, as long as at least one impaired class of claims has
accepted the plan. The "cramdown" provisions of the Bankruptcy Code are set forth in section
1129(b) of the Bankruptcy Code. Under section I129(b), upon the request ofa plan proponent,
the bankruptcy court will confirm a plan despite the lack of acceptance by an impaired class or
classes if the bankruptcy court finds that (i) the plan does not discriminate unfairly with respect
to each non-accepting impaired class, (ii) the plan is fair and equitable with respect to each non­
accepting impaired class, and (iii) at least one impaired class has accepted the plan. These
standards ensure that holders ofjunior interests, such as common shareholders, cannot retain any
interest in the debtor under a plan of reorganization that has been rejected by a senior class of
impaired claims or interests unless such impaired claims or interests are paid in full.

A plan does not discriminate unfairly if claims or interests in different classes but
with similar priorities and characteristics receive or retain property of similar value under a plan
or, to the extent value is not similar, the disparate treatment is supported by legitimate reasons.
By establishing separate Classes for the Holders of each type of Claim or Interest and by treating
each Holder of a Claim or Interest in each Class identically and similar Claims or Interests in
different Classes similarly, both Alternatives under the Plan have been structured so that similar
Claims or Interests in the same Class or different Classes receive similar treatment. As a result,
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the Plan does not "discriminate unfairly" within the meaning of section 1129(b) of the
Bankruptcy Code as to any impaired Class of Claims or Interests.

The Bankruptcy Code provides a non-exclusive definition of the phrase "fair and
equitable." Section 1129(b)(2) of the Bankruptcy Code establishes tests for determining what is
"fair and equitable" for secured creditors, unsecured creditors and equity Holders, as follows:

i. Secured Creditors. Either (I) each impaired secured creditor
retains its liens securing its secured claim and receives on account
of its secured claim deferred cash payments having a present value
equal to the amount of its allowed secured claim, (2) each impaired
secured creditor realizes the "indubitable equivalent" of its allowed
secured claim, or (3) the property securing the claim is sold free
and clear of liens, with such liens to attach to the proceeds of the
sale and the treatment of such liens with respect to such proceeds
to be as provided in clause (I) or (2) of this subparagraph.

ii. Unsecured Creditors. Either (I) each impaired unsecured creditor
receives or retains, under the pIau, property of a value equal to the
amount of its allowed claim or (2) the holders of claims and
interests that are junior to the claims of the dissenting class will not
receive any property under the PIau.

iii. Equity Interests. Either (I) each holder of an equity interest will
receive or retain, under the plan, property of a value equal to the
greatest of the fixed liquidation preference to which such holder is
entitled, the fixed redemption price to which such holder is
entitled, or the value of the interest or (2) the holder of an interest
that is junior to 1he non-accepting class will not receive or retain
auy property under the pIau.

In general, the provisions of section I I29(b) permit confirmation, notwithstanding
non-acceptance by au impaired class, if that class and all junior classes are treated in accordauce
with the "absolute priority" rule, which requires that a dissenting class be paid in full before a
junior class may receive anything under a plan of reorganization on account of their claims or
interests. Case law surrounding section I I29(b) require s that no class senior to a non-accepting
impaired class receives more than payment in full on its claims.

In the event that either Class 5 (General Unsecured Claims) or Class 6 (Senior
Note Claims) does not accept the applicable Alternative under PIau, in order to confirm such
Plan, the Debtor must demonstrate to the Court that either (i) each Holder of a Claim in the non­
accepting Class will receive or retain under such Plan property of a value equal to the allowed
amount of its Claim, or (ii) the Holders of Claims or Holders of Interests that are junior to the
Claims of the Holders of such Claims will not receive or retain on account of such Claims or
Interests any property under such Plan. Additionally, the Debtor must demonstrate that the
Holders of Chims that are senior to the Claims in such non-accepting Class will receive no more
than payment in full on their Claims under such Plan. If either Class 5 (General Unsecured

·123·



Claims) or Class 6 (Senior Notes Claims) votes to reject either Alternative under the Plan, the
Debtor believes that both Alternatives under the Plan nevertheless satisfy these standards.
Specifically, whether the FUTelmex Plan or the Stand-Alone Plan is consummated, the Holders
of Claims and Interests that are junior to the Claims in Classes 5 and 6 will receive no property
under such Plan on account of their Claims or Interests and no Holder of a Claim that is senior to
the Claims in such Classes will receive more than payment in full under such Plan. The fact that,
under the Stam-Alone Plan, Claims and Interests in Classes 7 (Subordinated Note Claims), 9
(Old Preferred Stock Interests) and 10 (Old Common Stock Interests) will receive a
redistribution ofNontransferable Rights does not violate the "absolute priority" rule because
such Rights are being made as a redistribution ofproperty distributed to Class I (Senior Secured
Lender Claims).

If all the applicable requirements for confirmation of an Alternative under the
Plan are met as set forth in sections 1129(a)(I) through (13) of the Bankruptcy Code, except that
one or more Classes of impaired Claims have failed to accept such Plan pursuant to section
I I29(a)(8) of the Bankruptcy Code, the Debtor intends to request that the Court confirm such
Plan in accordance with section 1129(b) of the Bankruptcy Code. The Debtor believes that both
Alternatives under the Plan satisfy the "cramdown" requirements of the Bankruptcy Code and
may seek confirmation of either Alternative over the objection of dissenting Classes, as well as
over the objection of individual Holders of Claims who are members of an accepting Class

In addition, the Debtor intends to seek "cramdown" of either Alternative under
the Plan on all Classes of Claims and Interests which are deemed to have rejected the applicable
Alternative under the Plan. In such case, the Debtor will request confirmation of such Plan under
section 1129(b) of the Bankruptcy Code notwithstanding the deemed rejection of such Plan by
Classes 7, 8, 9, 10 and II. The Debtor believes that both Alternatives under the Plan may be
confirmed pursuant to the above-described "cramdown" provision, over the deemed dissent of
Holders of Claims or Interests in such Classes in view of the treatment proposed for such
Classes. Specifically, XO believes that the treatment under both Alternatives under the Plan of
the Holders of Interests or Claims in Classes 7, 8, 9, 10 and II satisfies the "fair and equitable"
test since there is no Class junior to such non-accepting Classes that is entitled to receive or
retain any property under either Alternative under the Plan.

c. Best Interests Test

With respect to each Impaired Class of Claims and Interests, confirmation of
either Alternative under the Plan requires that each Holder of a Claim or Interest either (a) accept
such Plan or (b) receive or retain under such Plan property of a value, as of the Effective Date,
that is not less than the value such Holder would receive or retain if the Debtor was liquidated
under Chapter 7 of the Bankruptcy Code. To calculate the probable distribution to Holders of
each Impaired Class of Claims and Interests if the Debtor was liquidated under Chapter 7, a
bankruptcy court must first determine the aggregate dollar amount that would be generated from
the Debtor's assets if its Chapter II Case were converted to a Chapter 7 case under the
Bankruptcy Code. This "liquidation value" would consist primarily of the proceeds from a forced
sale of the Debtor's assets by a Chapter 7 trustee.
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To estimate potential returns to Holders of Claims and Interests in a Chapter 7
liquidation, the Debtor determined, as might a Bankruptcy Court conducting such an analysis,
the amount of cash liquidation proceeds that might be available for distribution and the allocation
of such proceeds among the Classes of Claims and Interests of XO based on their relative
priorities. The Debtor considered many factors and data, including (i) the operating and financial
performance of XO, (ii) the attractiveness of the assets of XO, respectively, to potential buyers,
(iii) the potential universe of buyers, (iv) the potential impact of the Chapter 7 cases upon the
businesses of the Debtor, as well as on the realizable value from the liquidation of the non-cash
assets of XO, (v) the relative timing of the potential sale of the Debtor's assets, and (vi) an
analysis of the liabilities and obligations ofXO. For the purposes of this analysis, the Debtor has
assumed that the liquidation of all assets would be conducted in an orderly, yet expedited,
manner over a six-month period commencing on September 30,2002. The liquidation proceeds
available to XO for distribution to Holders of Claims against and Interests in XO, respectively,
would consist of the net proceeds from the disposition of the assets of XO, augmented by any
other cash held after deducting the expenses of operating the business pending disposition and
the costs associated with the disposition of the non-cash assets of the XO.

In general, liquidation proceeds would be allocated in the following priority: (i)
first, to the Chims of secured creditors to the extent of the value of their collateral; (ii) second, to
the costs, fees and expenses of the liquidation, as well as other administrative expenses of the
Debtor's Chapter 7 cases, including tax liabilities; (iii) third, to the unpaid Administrative Claims
of reorganization cases (if commenced); (iv) fourth, to Priority Tax Claims and other Claims
entitled to priority in payment under the Bankruptcy Code; (v) fifth, to unsecured Claims; (vi)
sixth, to Holders of Old Preferred Stock (in accordance with their relative ranking); and (vii)
seventh, to Holders of Old Common Stock. The Debtor's liquidation costs in their respective
Chapter 7 cases would include the compensation of a bankruptcy trustee, as well as
compensation of counsel and other professionals retained by such trustee, asset disposition
expenses, applicable taxes, litigation costs, Claims arising from the operation of the Debtor
during the pendency of the Chapter 7 cases and all unpaid Administrative Claims incurred by the
Debtor during the reorganization cases (if commenced) that are allowed in the Chapter 7 case.
The liquidation itself might trigger certain Priority Claims, such as Claims for severance pay, and
would likely accelerate or, in the case of taxes, make it likely that the Internal Revenue Service
would assert other claims as Priority Tax Claims rather than asserting them in due course as is
expected to occur under the reorganization cases. These Priority Claims would be paid in full
out of the net liquidation proceeds, after payment of secured Claims, Chapter 7 costs of
administration and other Administrative Claims, and before the balance would be made available
to pay unsecured claims or to make any distribution in respect of Interests.

The Debtor believes that both Alternatives under the Plan meet the "best interests
of creditors" test of Section I I29(a)(7) of the Bankruptcy Code. The Debtor believes that the
members of each Impaired Class will receive greater or equal value if either the FLiTelmex Phn
or the Stand-Alone Plan was consummated than they would in a liquidation. The Liquidation
Analysis, a copy of which is attached hereto as Appendix ~ provides that in the event of a
liquidation as described therein, the proceeds available for Holders of Senior Secured Lender
Claims in XO would be approximately $257 million to $561 million, resulting in a recovery of
only 22.6% to 52.2%. The Liquidation Analysis provides that there would be no recovery to
Holders of General Unsecured Claims, Senior Note Claims, Subordinated Note Claims,
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Securities Claims, Old Preferred Stock Interests, Old Common Stock Interests or Other Old
Equity Interests.

In <;ontrast, undeLlhe Plan, Senior Secured Lender Claims will receive a 98.1 %
recovery under the FLfTelmex Plan and 92.6% under the Stand-Alone Plan. Therefore, Holders
of such Claims will receive more under either Alternative under the Plan than in a liquidation.
Although the Debtor believes that both Alternatives under the Plan meet the "best interests of
creditors" test of Section lI29(a)(7) of the Bankruptcy Code, there can be no assurance that the
Bankruptcy Court will determine that the applicable Alternative under the Plan meets this test.
THESE ESTIMATES OF VALUE ARE SUBJECT TO A NUMBER OF ASSUMPTIONS AND
SIGNIFICANT QUALIFYING CONDITIONS. ACTUAL VALUES AND RECOVERIES
COULD VARY MATERIALLY FROM THE ESTIMATES SET FORTH HEREIN.

d. Feasibility

The Bankruptcy Code requires that the bankruptcy court determine that
confirmation of a plan is not likely to be followed by liquidation or the need for further financial
reorganization of the Debtor. For purposes of showing that both Alternatives under the Plan
meet this feasibility standard, the Debtor and Houlihan Lokey have analyzed the ability of
Reorganized XO to meet its obligations under each of the Alternatives under the Plan and retain
sufficient liquidity and capital resources to conduct their business.

The Debtor believes that with a significantly deleveraged capital structure, their
business will be able to return to viability. The decrease in the amount of debt on the Company's
balance sheet will improve the Company's cash flow by reducing its interest expense. To further
support its belief in the feasibility of both Alternatives under the Plan, the Debtor has relied upon
Pro Forma Financial Projections for Fiscal Years 2002 through 2005 contained in Appendix B-1
(FL/Telmex Plan) and Appendix B-2 (Stand-Alone Plan) annexed hereto. The Projections
indicate that Reorganized XO should have sufficient cash flow to pay and service their debt
obligations under the FLfTelmex Plan or under the Stand-Alone Plan. Accordingly, the Debtor
believes that both Alternatives under the Plan comply with the financial feasibility standard of
Section lI29(a)(lI) of the Bankruptcy Code.

Holders of Claims against and Interests in the Debtor are advised, however, that
the Projections were not prepared with a view toward compliance with the published guidelines
of the American Institute of Certified Public Accountants or any other regulatory or professional
agency or body or generally accepted accounting principles. Furthermore, the Debtor's
independent certified public accountants have not compiled or examined the Projections and
accordingly do not express any opinion or any other form of assurance with respect thereto and
assume no responsibility for the Projections.

The Projections also assume that (i) the Plan will be confirmed and consummated
in accordance with its terms or the terms of the Investment Agreement or the Stand-Alone Term
Sheet, (ii) there will be no material change in legislation or regulations, or the administration
thereof, including telecommunications and environmental legislation or regulations, that will
have an unexpected effect on the operations of Reorganized XO, (iii) there will be no change in
United States generally accepted accounting principles that will have a material effect on the
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reported financial results of Reorganized XO and (iv) there will be no material contingent or
unliquidated litigation or indemnity claims applicable to Reorganized XO. The assumptions
inherent in the Projections are based upon future business decisions and objectives, which differ
in Appendix B I versus Appendix B2 based upon the significant difference in the amount of
capital available to XO pursuant to the Investment Agreement and the Stand-Alone Term Sheet,
and are subject to change. In addition, although they are presented with numerical specificity and
considered reasonable by the Debtor when taken as a whole, the assumptions and estimates
underlying the Projections are subject to significant business, economic and competitive
uncertainties and contingencies, many of which will be beyond the control of Reorganized XO.

Accordingly, the Projections are only estimates that are necessarily speculative in
nature. It can be expected that some or all of the assumptions in the Projections will not be
realized and that actual results will vary from the Projections, which variations may be material
and are likely to increase over time. The Projections should therefore not be regarded as a
representation by the Debtor or any other person that the results set forth in the Projections will
be achieved. In light of the foregoing, readers are cautioned not to place undue reliance on the
Projections. The Projections should be read together with the information in this Disclosure
Statement entitled "Risk Factors," which sets forth important factors that could cause actual
results to differ from those in the Projections.

XO is subject to the infonnational requirements of the Exchange Act and in
accordance therewith files periodic reports and other information with the SEC (as defined
below) relating to its business, financial statements and other matters. Such filings will not
include projected financial information. The Debtor does not intend to update or otherwise
revise the Projections, including any revisions to reflect events or circumstances existing or
arising after the date of this Disclosure Statement or to reflect the occurrence of unantic ipated
events, even if any or all of the underlying assumptions do not come to fruition. Furthermore,
the Debtor does not intend to update or revise the Projections to reflect changes in general
economic or industry conditions.

e. Valuation Analysis

In order to comply with the "best interests" test as well as to determine the
relative distributions to parties in interest under a potential plan, an estimated transaction value
(the "Transaction Value") and recovery analysis (the "Recovery Analysis") has been prepared by
Houlihan Lokey, financial advisors to the Company, for both the FL/Telmex Plan and the Stand­
Alone Plan. Houlihan Lokey has determined the Transaction Value and Recovery Analysis
based on an assumed Effective Date of September 30, 2002 giving effect to the implementation
of the Plan.

1. FL/Telmex Plan

In reaching its conclusions regarding the implied Transaction Value and the
associated Recovery Analysis relating to the FL/Telmex Plan, Houlihan Lokey analyzed, among
other things, (i) the amount of the aggregate purchase price implied by the Investment
Agreement and (ii) the form and amount of distributions to Senior Secured Lender Claims, Other
Secured Claims and Note Claims pursuant to the Investment Agreement.
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Pursuant to the Investment Agreement, Forstmann Little and Telmex have agreed
to invest a combined $800 million in cash in exchange for an 80% ownership interest in
Reorganized XO (pre-dilution for common stock to be issued pursuant to the Management
Shares Purchase Agreement). The Investment Agreement contemplates (i) the assumption of
XO's existing $1.0 billion in principal amount of Senior Secured Lender Claims, (ii) the
assumption of approximately $24.7 million (estimated as of September 30, 2002) of outstanding
capital lease obligations and (iii) the elimination of all Note Claims and Old Preferred Stock
Interests pursuant to the restructuring outlined in the Investment Agreement.

Based upon the face amount of the aforementioned securities, the implied
aggregate Transaction Value of the FLiTelmex Plan is $2,025 million, thus implying a pre­
money Transaction Value of $1,425 million.

Transaction Value - FLITeimex Plan

($ in millions)

Cash Purchase Price

Post-Transaction Equity Ownership

Implied Total Company Equity Value

Plus; Restructured Bank Debt

Plus; Capital Lease Obligations

Aggregate Implied Purchase Price
Less: Net Cash Invested in XO ('lei of$200 million allocation to Senior Noll' Claims)

Aggregate Implied Pre·Money Purchase Price
Implied Multiple ofFY 2001 Revenues

$800.0

80.0%

$1,000.0

1,000.0
24.7

$2,024.7
(600.0)

$1,424.7
i.lx

The Company reported approximately $1,259 million of aggregate revenues for
the fiscal year ended December 31, 2001. The implied pre-money Transaction Value represents
a l.lx multiple of the Company's fiscal year 2001 revenues, which is comparable to prevailing
forward public market valuations of selected other domestic providers of broadband
communications services.

The following chart provides a summary o\erview of the implied recoveries to the
Senior Secured Lenders and Note Claims in the context of the FLlTelmex Plan.
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Recovery AnaJysis

($ in millions except per share value)

Implied Forstmann Little and Telmex Transaction Value

Less: Restructured Senior Secured Lender Claims

Less: Capital Lease Obligations(esliml1,edusoj6lJOI02)

Implied Total Restructured Equity Value

Value Allocation & Recoveries:

Senior SecuredLender Claims:

Allowed Claim Amount Including Estimated Accrued Interest through September 30, 2002

Amount of Restructured Senior Secured Lender Claims
Plus: Estimated Accrued Interest as of the Effective Date (10 fh,paiJ in cash)

Less: Senior Secured Lender Waiver ofInterest Pursuant to the Shareholder Litigation Settlement

Total Net Value Allocated to Senior Secured Lender Claims
Implied Recovery

Note Claims: (2)

Allowed Claim Amount (I) (as ufJune 16. 2002)

% ofPost-Reorganization Equity
Implied Equity Value

Plus: Cash
Total Value Allocated to XO Note Claims
Implied Recovery

General Unsecured Cwms: (2)

Estimated Claim Amount

% ofPost-Reorganization Equity
Implied Equity Value

Plus; Cash
Total Value Allocated to XO Note Claims
Implied Recovery

(1) Represents the aggregate principal balance ofthe Company's Senior Notes plus accrued and unpaid interest through

June 16, 2002. excluding those Senior Notes held by the Company. The Company's Senior Discount Notes reflect
estimated accreted values through June 16, 2002.

(2) Please note that the recoveries to Note Claims and General Unsecured Claims are allocated pro rata after taking into

account the subordination nr vision between the Note Claims and the Subordinated Note Claims.

ii. Stand-Alone Plan

$2,025

(1,000)
(25)

$1,000

$],028
1,000

28
qm

1,008
98.1%

$3.871

17.9%
$]79

199

$378

9.8%

$20

0.1%
$1

1
$2

8.6%

I

In reaching its conclusions regarding the implied Transaction Value and the
associated Recovery Analysis relating to t1r Stand-Alone Plan, Houlihan Lokey analyzed,
among other things, (i) the amount of the aggregate pre-Rights Offering equity value outlined in
the Stand-Alone Term Sheet and (ii) the form and amount of distributions to Senior Secured
Lender Claims, Other Secured Claims and Note Claims pursuant to the Stand-Alone Plan.

The Stand-Alone Plan contemplates (i) the elimination of all Senior Secured
Lender Claims, Note Claims, Old Preferred Stock Interests and Other Old Equity Interests, (ii)
Holders of the Senior Secured Claims receiving (x) $500 million in aggregate principal amount
of New Junior Secured Loans, (y) certain residual rights under the Rights Offering, and (z)(a) if
two-thirds or more of the Unaffiliated Senior Note Claims voting with respect to the Stand-Alone
Plan vote to approve it, and the Official Committee of Unsecured Creditors has recommended a
vote in favor of confIrmation of the Stand-Alone Plan and not withdrawn such recommendation,
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90,250,000 shares of the New Reorganization Common Stock representing 95% of all issued and
outstanding shares ofNew Reorganization Common Stock (subject to dilution resulting from the
exercise of the New Warrants, the issuance of shares pursuant to the Rights Offering and the
exercise of New Options under the Management Incentive Program), or (b) if less than two­
thirds of the Unaffiliated Senior Note Claims voting with respect to the Stand-Alone Plan vote to
approve its confirmation, 95,000,000 shares of the New Reorganization Common Stock
representing 100% of all issued and outstanding shares of New Reorganization Common Stock
(subject to dilution resulting from the exercise of the New Warrants, the issuance of shares
pursuant to the Rights Offering and the exercise of New Options under the Management
Incentive Program), (iii) Holders of Senior Note Claims and General Unsecured Claims
receiving (x) Nontransferable Rights to purchase up to $200 million (subject to increase in
certain events) of common equity in Reorganized XO; and (y)(a) if two-thirds or more of the
Unaffiliated Senior Note Claims voting with respect to the Stand-Alone Plan vote to approve it,
and the Official Committee of Unsecured Creditors has recommended a vote in favor of
confirmation of the Stand-Alone Plan and not withdrawn such recommendatnn, 4,750,000
shares of the New Reorganization Common Stock (representing 5% of all issued and outstanding
shares of New Reorganization Common Stock on the Effective Date), New Series A Warrants to
purchase 9,500,000 shares of New Reorganization Common Stock (representing 10% of all
issued and outstanding shares of New Reorganization Common Stock on the Effective Date),
New Series B Warrants to purchase 7,125,000 shares of New Reorganization Common Stock
(representing 7.5% of all issued and outstanding shares of New Reorganization Common Stock
on the Effective Date), New Series C Warrants to purchase 7,125,000 shares of New
Reorganization Common Stock (representing 7.5% of all issued and outstanding shares of New
Reorganization Common Stock on the Effective Date) and 10% of the FLlTelmex Recovery; or
(b) if less than two-thirds of the Unaffiliated Senior Note Claims voting with respect to the
Stand-Alone Plan vote to approve its confirmation, but the Official Committee of Unsecured
Creditors has recommended a vote in favor of the Stand-Alone Plan, has not withdrawn such
recommendation and the Debtor believes, in its reasonable judgment, that all of the members of
such Committee have voted their Claims in favor of confirmation of the Stand-Alone Plan, New
Series B Warrants to purchase 4,750,000 shares of New Reorganization Common Stock
(representing 5% of all issued and outstanding shares of New Reorganization Common Stock on
the Effective Date). Additionally, the Stand-Alone Plan provides for a $200 million new senior
secured Exit Facility that will be reduced by up to $200 million of cash proceeds realized from
the Rights Offering.

Based upon the face amount of the New Junior Secured Loans and the pre-Rights
transaction equity value outlined in the Stand-Alone Plan, the implied aggregate Transaction
Value contemplated by the Stand-Alone Plan is roughly $1,000 million, thus implying a post­
Rights Offering enterprise value of approximately $1,200 million assuming 100% participation
in the Rights Offering by the Hllders of Senior Note Claims and zero participation by the
Holders of General Unsecured Claims. 16

16 The foregoing valuation and recovery analyses were prepared by Houlihan Lokey and do not reflect the
opinion of the Holders ofSenicr Secured Claims or their advisors. In fact, representatives of the Holders of
Senior Secured Claims have advised XO that they expressly disagree with these analyses and that they
should not be attributed to the Holders of the Senior Secured Claims.

- 130-

-------------------------



Transaction Value - Stand-Alone Plan

($ in millions)

Stated Pre--Rights Equity Value

Plus: Estimated Revolver Drawdown (1)

Plus; New Junior Secured Loans

Plus: Capital Lease Obligations

Aggregate ImpJied Pre-Rights Enterprise Value (1)

Plus: Rights Offering Proceeds Assuming 100% Subscription

Aggregate Implied Post-Rights Enterprise Value

(1) This analysis excludes maximum net revolver borrowings ofapproximately $/14 million

in Q3-05 in the event that no money is raised in the Rights Offering.

$475.0

500.0
--M,1

$999.7

200.0

51,199.7

The following charts provide a summary overview of the implied recoveries to the
Senior Secured Lenders and Note Claims in the context of the Stand-Alone Plan assmning (I)
two-thirds or more of the Unaffiliated Senior Note Claims voting with respect to the Stand-Alone
Plan vote to approve it, the Official Committee of Unsecured Creditors has recommended a vote
in favor of confirmation of the Stand-Alone Plan and not withdrawn such recommendation and
there is no participation in the Rights Offering, (2) two-thirds or more of the Unaffiliated Senior
Note Claims voting with respect to the Stand-Alone Plan vote to approve it, the Official
Committee of Unsecured creditors has recommended a vote in favor of confirmation of the
Stand-Alone Plan and not withdrawn such recommendation and there is 100% participation in
the Rights Offering by Holders of the Senior Note Claims and zero participation by the Holders
of General Unsecured Claims and (3) less than two-thirds of the Unaffiliated Senior Note Claims
voting with respect to the Stand-Alone Plan vote to approve its confirmation, but the Official
Committee of Unsecured Creditors has recommended a vote in favor of the Stand-Alone Plan,
has not withdrawn such recommendation and the Debtor believes, in its reasonable judgment,
that all of the members of such Committee have voted their Claims in favor of confirmation of
the Stand-Alone Plan and there is no participation in the Rights Offering.
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Re(o~ery Analysis - Stand-Alone Plan Assuming No Partldpatlon In the Rights Offering
(Assu",inr: Oflki41 Commiuee Vote is ObtainedJ

Auumed Pre-RJghh Enterprise Value

Less· New Re~olverBorrowinl!s (ft,""e "'imaleJ",mi,,,' ""rro~'ing.,""" ,xr/"deJfi>r Ih, P"'p<>ff·' 4,10;., an"ry,i,')

Less: Capital Lease Obligations

Less: New Junior Secured Loans

Implied Pre-Rights Equity Value

Less: E5limated Value Warrants (1)

Less: Estimated Value of Management Options (2)

Residual Pre-R1ghll Offering Equtty Value Avalillble (or Dbtrlbutlon

\Ta!!!e '''waHOP & Recoyedes.

AmOllnt of Outstanding Bank Dcbtl'''''/''dinS U<Tn~ '.'<1"'"., thl~"~J',,,. I~, 1{)(!l)

%AllocafiOll o/Equity Value- Pre DilUTion/or Warroll/s, Righls& Mgml. Options

Implied Equity Value

New Junior Secured Loans ("'limal<" ",m't" ,,,I,,.)
Total Implied Allocated Value
Implied Recovery

Amount of Out'tandin!! Senior Notes and Senior Discount Notes (3) (4)
%AllocaliOll o/Equity Valuf!- Pre Dilulion/orWarranls, Rights & Ug"'l. Options

Implied Equity Value
Estimated Value ofWammts (5)
Total Implied AUocated J'ulue
Imp/ied Recovery

Amount ofGencral Unsecured Claims (4)
%AllocQlion a/Equity Value - Pre Dilulionfor Warrants, Rights & Mgmt. Options

Implied Equity Value
Estimated Value ofWlllTants (5)
Totlli Implied Allocated Vallie

Implied Recovery

(1) For the purposes a/thiS analysiS, we estimated the value a/warrants allocated to the Senior Norehalders

an Qpre-rights ojfiring basis with respect to shares and implied equity value
(2) For the purpt)S€s o/this analysiS, we hQve nor deducled the value a/management options/or 7% a/the common Slocle o/reorgoniudXo.

(3) Represents the aggregate principal bal(l/lce a/the Company's Senior NOles plus accrued and unpaid interest
through June 16, 2002, excluding those Senior Notes held by the Company. The Company's Senior Discount Notes

ref/ect estimated accretedvalues through June 16. 2002.
(4) Ple=e nore thai the recoveries to Nale Claims and Generol Unsecured Claims are allocatedpro rata after taking inw

accounlthe subordination provision between the Note Claims and the Subordinated Note Claims.
(5) The Senior Notehafders and Generol Unsecured Claims are assumed to be allocated (1) 7-year warrants to purchase 10% a/New Common Stock

at a 25% premium to the impliedpre-rights offering equity value 0/$475 million, (2) 7-year warrants to purchase 7.5"--' q/New Common
Stocle at a 50% premium to the impliedpre-rights offering equity value 0/$475 million, and (3) 7-year warrants to purduue 7.5% 0/

N(ffl' Common Stacie at a 100% premium to the impliedpre-rights offering equity value 0/$475 million. For Ihe purposes a/this analysis,
all warrants are valued assuming Q 40"A. volatility and a 6.0% risle-free rare.
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RKOV~r}· Analysis· Stand-Alone Plan A.suming $200 Million Participation In the Rights Offering
(A.&.S"",iltg Olflcitl1 Co_ittu Vote is Obttli>mi)

Revised Recovery Caleulation Post Right5 Offering:

Auumed Pre.Rights Enterprise Value

Implied Pre-Righi. Offering Equit}' Value
Less: Estimated Value of Warrants (I)

Less: Estimated Value ofManal':emenl Options (2)
Plus: Proceeds from Rights Offering

Residual Post-Rigbts Offering Equity Value Aullablt for Distribution

Alloeation otShares in the Right. Offering: (3)

AssumedAmoun,.t Subscription
Senior Notes & Seni'" Discoum NOles
General Unsecured Claims

Subon:linated Noles

Preferred Stock

Common Slock

Senior Secured umders
Senior Notes & Senior Discount Notes 'p,-•.rJRh'-">fr",,"w

General Unsecured Claims

Total Shares post Rights Offering
% a/Shores Allocated ill Rieh15 Offennll

~

$200

so
!O

$0
$0

$1,000

.",
(69)

200..."
40.0

90.3
4.'
0.0

135.0
29.6%

Amount ofOu!sranding Bank Debt (i.,-I"<iilfgacc",ed'.""_" ,h,,"'XhJu., I~. YHq

% Allocation afEquity Volue· Pre-Dilution/or Warrants & Mgml. Options

Implied Equity Value

New Junior Secured Loans (..,'i"",,,d "ark" "","")

TO}lallmplied Allouted Value
Implied R«o""ry

Amount ofOulSlanding Senior Notes and Senior Discount Notes (4)
% Allocalion a/Equity Value - Pre Dilution/or Won-01l/s & Mgml. Options

Implied Equity Value
Estimated Value of Wammts (5)

Less, Rights Offering lnvestmem

Tota/fmplJed AIfDeflled Yuill'!
Impl;"fi Reeovuy

Amount ofGeneral Unsecured Claims (Ii)

% AI/ocal/on a/Equity Value - Pre Dilution/or Warroms, Rights & Mgrnl, OpriotlS

Implied Equity Value
Estimated Value o(Warrants (5)

Less: Rights Offering Jnvestment

TotGllmplkd AIWclited Va/Nfl

ImpfllltlRf!C(Wl!ry

EfNity Owifflrsltip PlIrt:l!lltagl!ll Post-Rights Offering:

""''''Senior Notes & Senior DiscoUlll NOles
Gene",J Unsecured Claims
Subordinated Noles

Preferr~ ~~~clt

$J,009
66.9%

"""'"
""87.4%

S3,872
33,1%

$20J

68

--.ill2l

'"1.8%

$20
0.0%

$0

o

$0
2.0%

669%
33.10/<

0.0"10
00%

~.:

(/) For Ihe purposes oflhis analysis. we estimaled the value ofWarrants allocaled 10 the Senior Noteholdus

on a pwJ-Righls Offering basis wilh respe,:IIO IIa! ;mplied eqUity value

(2) For the purposes oflhis analysis, we haYe nol deducted lite value ofmanogement optionsfar 7% ofthe common stack q(reorganized Xo.

(3) Based on pre-Rigltls Offering equity value assuming 95 million shares are issued, Please ,wte Iltol. ./or lite pwposes oflitis

analysis. we do nol assume Ihol holders ofGeneral Unsecured Claims exercise Iheir Rights_
(4) Represents Ihe aggregale principal baltlJlce oflhe ComptlJly's Senior NOles pIllS accrued and unpaid interest

Ihrough June /6, 2002, excluding Ihose Senior Notes held by Ihe Company_ ria! Company's Senior Disc:ounl Notes

reflect eSlimoted accreled values through June /6. 2()0}
(5) The SeniorNoteholders and General Unsecured Claims areossumed 10 be ollocoled (1) 7_yeor warrants 10 purchose 10% q(NewCommon S/rX'k

01 a 25% premium 10 Ihe Implied pre-rights offering equity value of$475 million, (2) 7_year warrants 10 purchase 7.5% ofNew Common

Siock al a 5()%premium 10 111£ impliedpre-righls ojfering equity value of$475 mll/lon. and (3) 7-yeor WQrranls 10 purchose 7.5% 0/
Ne.... Common SIOCkOl 0 1()()%premium 10 Ihe impliedpre-rights offering equity value 0/$475 million. For the purposes o/Ihls onolysls,

all warrants are valued assuming a 4()% "",latility and 06.0% risk-free rate

(6) Please nole tllat Ihe recoveries 10 NOle Claims and Gl!nerol UnstWured C1oil1lS oreallocoted pro rota ajier talcing into

oc:eounlthe subordinalian provision between Ille NOll! Claim.r and Ihe Suhordi"'lIed NOle Cloil1lS
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Recovery Analysll - Stand-Alone Plan Assuming No Participation in the Rights Offering
. 'ro__"".· . .. . v;

Assumed Pre-Rights Enterprise V.lue

Less' New Revolver Borrowinl!s (fi<I~'" "sN"",ted~ """''''1ing,.ar. exd'll!oM/w ,heP"'f'G"'"nflhi,~""tv.'u)

Less: Capital Lea:re Obligations

Less: New Junior Secured Loam

Implied Pre-Rights Equity Value

Less: Estimated Value of Warrants (I)

Less: Estimated Value of ManaJ!ement Options (2)

Relidual Pre-Right. Offering Equity Value Available for Distribution

V,lne ,!,"Dudon 8: Reco"eries.
Amount orOotstandinl( Bank Debt(ind"dingQCcnIe'i in/,,,,m,h,,,,,ghJ,,,,. 16. lf1(11)

% Aflocation ofEquity Value - Pre Dilution for Warrants, Rights & Mgmt. Optians

Implied Equity Value
New Junior Secured Luans (",ftimaledmQ"e,mlue)

Total Implied Alloc,ted V.lue
Implied RecoVf!ry

Amount ofOutstandinl/: Senior Notes and Senior Discount Notes(3) (4)
% Allocation 0/Equily Value - Pre Dilution for Warrants, Rights & Mgmt, Options

Implied Equity Value
Estimated Value of Warrants (5)
Tota/lmplied AUocated Value

Implied RecoVf!ry

Amount ofGene.-al Unse~'IIred Claims (4)
% Aflocation ofEquity Va/ue-PreDi/ution/or Warrants. Rights & Mgmt. Options

Implied Equity Value
Estimated Value of Warrants (5)

Total Implied Allocaud Value
Implied Recovery

(1) For the purposes o/Ihis an(Jlysis. We eSlim(Jtw Ihe ~(Jlue a/warrants aflocated to Ihe Senior Noteholders

on a pre-rights offering basis with respect to sh(Jres (Jnd implied equily value

(1) For the purposes o/Ihis analysis, we have not dedUCled the ~alue o/management options/or 7% a/the common slock a/reorganized Xo.

(3) Represenls the (Jggregate prindfHl/ balance o/Ihe ComfHlny's Senior Notes plus accrued and unfHlid inlerest

through June 16. 2002, excluding those Senior Noles held by Ihe Company. The ComfHlny's Senior Discount NOles

reflect eslimaJw accreted values through June 16. 1001.
(4) Please note Ihat the recoveries 10 Note Claims and General Unsecured Claims are allocatedpro rata after taking into

accounllhe subordination pravision belween the Note Claims and the Subordinaled Note Claims.

(5) The Senior Noteholders and General Unsecured Claims are assumed to be allocated 7_year warrants to purchase 5% 0/New Common Stock

at a 50.0% premium to Ihe Impliedpre~righls offiring equity value 0/$475 million For the purposes a/this analysis. Ihe warraJIts

are valued assuming a 40% volatility and a 6.0% risk-free rate.
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E. Securities Considerations

Upon the consummation of either Alternative under the Plan, XO will rely on Section
1145 of the Bankruptcy Code, to the extent it is applicable, to exempt the issuance of the New
Common Stock, Post-Termination Securities and the Conversion Common Stock from the
registration requirements of the Securities Act (and of any state securities or "blue sky" laws).
Section 1145 exempts from registration the sale of a debtor's securities under a Chapter II plan
if such securities are offered or sold in exchange for a claim against, or equity interest in, or a
claim for an administrative expense in a case concerning, the debtor. In reliance upon this
exemption, issuance of the New Common Stock, Post-Termination Securities and Conversion
Common Stock, and the issuance of securities upon exercise or conversion thereof, generally
will be exempt from the registration requirements of the Securities Act of 1933 (the "Securities
Act"). Accordingly, recipients will be able to resell the New Common Stock, Post-Termination
Securities or Conversion Common Stock without registration under the Securities Act or other
federal securities laws, unless the recipient is an "underwriter" with respect to such securities,
within the meaning of Section 1145(b) of the Bankruptcy Code. Section 1145(b) of the
Bankruptcy Code defines "underwriter" as one who (a) purchases a claim with a view to
distribution of any security to be received in exchange for the claim, or (b) offers to sell
securities issued under a plan for the holders of such securities, (c) offers to buy securities issued
under a plan from persons receiving such securities, if the offer to buy is made with a view to
distribution or (d) is an "issuer" of the relevant secuity, as such tenn is used in Section 2(11) of
the Securities Act.

Notwithstanding the foregoing, statutory underwriters may be able to sell
securities without registration pursuant to the resale limitations of Rule 144 under the Securities
Act which, in effect, permits the resale of securities received by statutory underwriters pursuant
to a Chapter II plan, subject to applicable volume limitations, notice and manner of sale
requirements, and certain other conditions. Holders who believe they may be stalitory
underwriters as defined in Section 1145 of the Bankruptcy Code are advised to consult with their
own counsel as to the availability of the exemption provided by Rule 144.

F. Alternatives to Confirmation and Consummation of the Plan

The Debtor believes that both Alternatives under the Plan afford Holders of Claims and
Interests the potential for the greatest recovery and, therefore, is in the best interests of such
Holders. If, however, the requisite acceptances of either Alternative under the Plan are not
received, or the applicable Alternative is not confirmed and consummated, the theoretical
alternatives include (a) formulation of an alternative plan of reorganization or (b) liquidation of
the Debtor under Chapter 7 or II of the Bankruptcy Code.

I . Alternative Plan(s) ofReorganization

Even if the applicable Alternative is uncontested, it is estimated that such Plan will take
several months to confirm and could take longer. Furthermore, even if all Classes of Impaired
Claims entitled to vote on such Plan voted to accept such Plan, such Plan nevertheless may not
be confirmed by the Bankruptcy Court. The Bankruptcy Court, which sits as a court of equity,
may exercise substantial discretion. Section 1129 of the Bankruptcy Code sets forth the
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requirements for confirmation and requires, among other things, that the confirmation of such
Plan not be followed by a need for further financial reorganization and that the value of
distributions to dissenting creditors and shareholders not be less than the value of distributions
such creditors and shareholders would receive if the Debtor was liquidated under Chapter 7 of
the Bankruptcy Code. Although the Debtor believes that both Alternatives under the Plan will
meet such tests, there can be no assurance that the Bankruptcy Court would reach the same
conclusion.

a. Liquidation Under Chapter 7 or Chapter II

If neither Alternative under the Plan is confirmed, the Debtor may be forced to liquidate
under Chapter 7 of the Bankruptcy Code pursuant to which a trustee would be f1ected or
appointed to liquidate the Debtor's assets for distribution to creditors in accordance with the
priorities established by the Bankruptcy Code. It is impossible to predict precisely how the
proceeds of the liquidation would be distributed to the respective Holders of Claims against or
Interests in the Debtor.

As described above, however, the Debtor believes that in a liquidation under Chapter 7,
before creditors received any distribution, additional administrative expenses involved in the
appointment of a trustee or trustees and attorneys, accountants and other professionals to assist
such trustees would cause a substantial diminution in the value of the Debtor's Estates. The
assets available for distribution to creditors would be reduced by such additional expenses and by
Claims, some of which would be entitled to priority, which would arise by reason of the
liquidation and from the rejection of leases and other executory contracts in connection with the
cessation of operations and the failure to realize the greater going-concern value of the Debtor's
assets.

MANAGEMENT OF THE COMPANY ESTIMATES THAT THE TOTAL
LIQUIDATION PROCEEDS AVAILABLE FOR DISTRIBUTION, NET OF CHAPTER 7
EXPENSES, WOULD AGGREGATE APPROXIMATELY $257 MILLION TO $561
MILLION. THIS WOULD RESULT IN A DISTRIBUTION TO CLASS I OF LESS THAN
100% OF THEIR CURRENT ALLOWED CLAIMS AND NO DISTRIBUTION TO HOLDERS
OF CLASS 5. CONSEQUENTLY, THE COMPANY BELIEVES THAT BOTH THE
FLITELMEX PLAN AND THE STAND-ALONE PLAN, EACH OF WHICH PROVIDES FOR
THE CONTINUATION OF ITS BUSINESS, WOULD PROVE A SUBSTANTIALLY
GREATER ULTIMATE RETURN TO THE HOLDERS OF SUCH CLAIMS THAN WOULD
A CHAPTER 7 LIQUIDATION.

The Debtor also could be liquidated pursuant to the provisions of a Chapter II plan of
reorganization. In a liquidation under Chapter II, the Debtor's assets could be sold in an orderly
fashion over a more extended period of time than in a liquidation under Chapter 7. Thus, a
Chapter II liquidation might result in larger recoveries than in a Chapter 7 liquidation, but the
delay in distributions could result in lower present values received and higher administrative
costs. Because a trustee is not required in a Chapter II case, expenses for professional fees could
be lower than in a Chapter 7 case. However, any distribution to the Holders of Claims under a
Chapter II liquidation plan probably would be delayed substantially.
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Although preferable to a Chapter 7 liquidation, the Debtor believes that any alternative
liquidation under Chapter I I is a much less attractive alternative to creditors than either
Alternative under the Plan because of the greater return the Debtor anticipates either Alternative
under the Plan provides.

G. After the Restructuring

Upon consummation of an Alternative under the Plan the Company intends to
continue as an operating entity and provide telecommunications services to its customers.

H. Support for the Restructuring

Senior Secured Lenders holding $584,990.000 in aggregate principal amount of
the Senior Credit Facility (approximately 58% of Class I Claims) support the FUTelmex Plan
and have executed the Bank Plan Support Agreement, dated June 13, 2002, attached hereto as
Appendix E, requiring them, subject to certain conditions, to vote in favor of a plan
implementing the terms of the Investmert Agreement.

The Administrative Agent has delivered the Bank Stand-Alone Support Letter,
dated July 16,2002, attached hereto as Appendix F. On July 18,2002, a subgroup of the Senior
Lenders Committee and the Official Committee of Unsecured Creditors reached an agreement on
certain modifications to the Stand-Alone Term Sheet reflected in the Stand-Alone Plan. On July
19,2002, the Senior Lenders Committee informed the Bankruptcy Court that the Senior Lenders
Committee would support both the FLlTelmex Plan and the Stand-Alone Plan.

On July 19, 2002, the Official Committee of Unsecured Creditors informed the
Bankruptcy Court that based upon the negotiations between the Senior Lenders Committee and
the Official Committee of Unsecured Creditors, the Official Committee of Unsecured Creditors
would support both the FL/Telmex Plan and the Stand-Alone Plan.

I. Estimated Fees and Expenses

The Debtor estimates that fees and expenses incurred in connection with the
restructuring will be approximately $59 million, cons isting of:

• up to $ I4 million in the fees and expenses of the Investors, as required
reimbursements pursuant to the terms and conditions of the Investment
Agreement (excluding expenses incurred in enforcing any provision of the
Investment Agreement or related document); and

• up to $45 million in fees and expenses related to the Investment and/or the
Stand-Alone Term Sheet, including, without limitation, fees and expenses of
brokers, agents, accounting firms, investment banks, other financial advisors,
commercial banks, other financial institutions, law firms and public relations
firms, but excluding (A) expenses with respect to the settlement of litigation
related to the Investment and (B) the Company's obligation to pay the
expenses of the Senior Secured Lenders or any commercial bank or other
financial institution in connection with the Amended and Restated Credit
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Facility or the Exit Facility and the issuance of the Post-Termination
Securities.

The Debtor anticipates that a substantial portion of the fees referenced above will
be paid at the consummation of the Plan.

J. Recommendation of the Restructuring

XO's Board of Directors and, in certain instances, a subcommittee thereof
composed of disinterested, non- management directors considered a number of alternatives with
respect to restructuring XO's capital structure, held lengthy meetings, discussed the restructuring
with its advisors and, through senior management and advisors, engaged in extensive
negotiations with representatives of the Investors regarding the FLfTelmex Plan, the Icahn Group
regarding the !cahn Proposal, and the Senior Lenders Committee regarding the Stand-Alone
Plan. In addition, the Board of Directors, through senior management and advisors, were
involved in negotiations with the Senior Lenders Committee and with the Senior Note
Committee regarding the terms of the treatment of the Senior Notes under both the FLfTelmex
Plan and the Stand-Alone Plan. See "III. Overview of the Plan and Chapter II Case - B.
Background." After considering the alternatives, and in light of these extensive negotiations, the
Board of Directors approved the petition and the Plan

THE DEBTOR BELIEVES THAT THE CONSUMMATION OF EITHER
ALTERNATIVE UNDER THE PLAN WILL ENABLE THE DEBTOR TO
SUCCESSFULLY REORGANIZE AND ACCOMPLISH THE OBJECTIVES OF
CHAPTER 11 AND THAT ACCEPTANCE OF BOTH THE FLffELMEX PLAN AND
THE STAND-ALONE PLAN IS IN THE BEST INTERESTS OF THE DEBTOR AND
THE HOLDERS OF CLASSES 1,5 AND 6 CLAIMS.

THE DEBTOR, THE SENIOR LENDERS COMMITTEE AND THE
OFFICIAL COMMITTEE OF UNSECURED CREDITORS ALL STRONGLY
RECOMMEND THAT HOLDERS OF CLASSES 1, 5 AND 6 CLAIMS VOTE TO
ACCEPT BOTH THE FLffELMEX PLAN AND THE STAND-ALONE PLAN.
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